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The Kind of Single and Two-Family 


House Loans Life Companies Like 


Two insurance executives give their 
views on the most desirable type of 
property, provisions and loan terms 


HAT is your idea of a good loan 
on a single-family house? Or 
on a two-family house? Ex- 


actly what type of property, what mort- 
gage provisions and what loan terms do 
you think are both desirable and accept- 
able for conventional loans of this kind? 

Those questions are asked in this ar- 
ticle; and two leading insurance company 
executives supply the answers. 

Wm. B. F. Hall, manager of the 
mortgage loan department of The Lin- 
coln National Life Insurance Company 
of Ft. Wayne, Indiana, offers the first 
opinion. 

In a few words, in one-two-three order, 
he tells you exactly what he’s looking for 
in type of property, mortgage provisions 
and terms. Then he projects some related 
thoughts of his own, which are among 
the most thoughtful observations, it 
seems to us, that have appeared in these 
pages in some time. Mr. Hall writes: 

“For type of property, the lender wants 
high marketability, no overloading of the 
borrower, and no special management 
hazards in the event of acquisition. 

“Concerning mortgage provisions, the 
lender wants the level-payment fully- 
amortized plan with tax and insurance 
deposits and with adequate but fair pro- 
tection against prepayment for the pur- 
pose of refinancing. 


“With respect to serms, the lender na- 
turally wants the highest possible return 
on his money without sacrificing safety, 
but I believe that most lenders are now 


Wisp profound sorrow we an- 
nounce the death of A. D. Wilson 
of Denver. Mr. Wilson joined 
MBA in 1934 and was elected to 
the Board of Governors in 1936, 
He was president of A. D. Wilson 
and Company and during the past 
several years served on MBA's 
Finance, Executive, Statistical and 
Program Committees. We extend 
to Mr. Wilson's family and asso- 
ciates our deepest sympathy. With 
his passing MBA, has lost a valu- 
able member. 


beginning to put added emphasis on 
more rapid amortization schedules and are 
willing to sacrifice rate and many other 
mortgage variables to get it. 

“That is about the sum and substance 
of the matter as I see it. The rest are 
merely related observations of my own. 

“Under type of property, when I said 
that it must be Aighly marketable, | meant 
all those things that are perennially heard 


at appraisal meetings about over- and un- 
der-improvement, structural strength of 
the property, resistance to use and to the 
elements, and all of those well-known 
location factors concerning accessibility to 
stores, churches, schools, transportation 
and recreation facilities. I think that 
many of us, through filling out reams 
and reams of four-page, fine-print in- 
spection reports, have a tendency to too 
often view these individual items as indi- 
vidual items; and that once in a while it 
might be a good idea to throw all of 
them into a single basket and look at 
them as just plain ‘marketability,’ 

“After all, it isn’t the number of cubic 
feet in a house nor the materials of the 
roof, nor the distance to a school, that 
bails out the lender or borrower in the 
event of default; it is really the combina- 
tion of all of those factors that will make 
it possible for this lender or this bor- 
rower to readily sell this house to. the 
mine-run, average, great American, Joe 
Doaks family that the local realtor will 
take through it. 

“Regarding the house that’s ‘not too 
much for the borrower,’ all of us might 
well take time out to scratch our heads a 
little-over the old formula that 25 per 
cent of a man’s income may go to his 
housing. It seems to me this formula was 
devised in that ‘glorious, dear old dead 
6 per cent era.’ Since that time a new 
era has given us 6 per cent 20-year loans, 
then 5 per cent 25-year loans, and we 
now have legislation pending to permit 
4 per cent 30-year loans. 
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“If the old formula of 25 per cent 
was right, certainly this decreasing debt 
service should mean a decreased percent- 
age of earnings to housing; and if this 
is not the case, this generation of home 
buyers will some day sadly awake to find 
that somebody sold them too much house! 

Those of you who tell yourself and 
your clients that ‘the government is in- 
terested only in the little man and so the 
FHA is tough on larger houses’ might 
be interested to know that from the very 
beginning FHA’s own unpublished mort- 
gage mortality figures show a relatively 
high percentage of troubles in the higher 
income groups, especially where they per- 
mitted from 20 to 25 per cent of the 
borrower's income to be used. The fact 
that FHA is prudent enough to profit by 
its previous mistakes in this field is not 
a very good argument for wninsured 
lenders to rush into it 


Long Term View of FHAs 


With respect to property with no spe- 
cial management hazards, I refer to the 
estate class of property which, when ac- 
quired, requires a caretaker and at the 
time of acquisition is usually entirely un- 
marketable. Another example would be 
the two-family house with only one heat- 
ing plant which requires the janitorial 
services of the mortgagee. 

Concerning adequate but fair protec- 
tion against refinancing, I'd like to call 
attention to the mere speck of a cloud 
now rising on the distant FHA horizon. 
The FHA loan is a ‘callable’ security; a 
lender has no protection against its pre- 
payment other than to meet the terms of 
other lenders, private or public. More 
than one life company now has more 
than 50 per cent of its mortgage port- 
folio in FHA loans; others are rapidly 
reaching this point. If they have sub- 
stantially more than this amount subject 
to immediate and unpenalized refinanc- 
ing by other lenders, private or public, it 
could at best be classed as poor invest- 
ment diversification. Since any program 
of lending, private or public, which 
would threaten the refinancing of FHA 
loans would similarly threaten unpro- 
tected uninsured loans, the protection of 
our uninsured loans with adequate and 
fair prepayment privileges is both vital 
and urgent!” 

Clarke C. Stayman, vice president, 
The Western & Southern Life Insur- 
ance Co. of Cincinnati, makes some 
equally important observations on the 


same subject. He writes: 

“I am deeply concerned whenever it is 
necessary to foreclose a loan. With that 
thought in mind I think great care 
should be used in making loans on homes 
in order that foreclosures will be reduced 
to a minimum. Naturally there are build- 
ing associations and other institutions 
which take care of the needs of borrow- 
ers who only require small loans. As for 
insurance companies which invest trust 
funds, I feel that residential loans should 
be limited to properties located in im- 
proving districts and should be avoided 
in retrograding districts. 





Here a life insurance executive 
questions a long accepted tradi- 
tion — that 25 per cent of a man’s 
income can go into housing. This 
formula, be says, was devised for 
another day and since that time 
“a new era bas given us 6 per cent 
20-year loans, then 5 per cent 25- 
year loans and we now have legis- 
lation pending to permit 4 per 
cent 30-year loans.” 





‘I have always felt that a loan of 
$15,000 should be the maximum amount 
on a single residence. I know this state- 
ment is open to discussion. However, 
that is my honest and sincere belief. Peo- 
ple living in the more expensive homes 
should have adequate means to pay cash 
down to a $15,000 mortgage and if such 
is not the case I would prefer not to 
make the loan. 

“Many sound arguments have been ad- 
vanced for the long term loan on resi- 
dences which permits the borrowers to 
pay amounts in addition to the required 
payments. By long term loans I mean 
those in excess of twenty years. I do not 
approve of this plan and feel that home 
loans should be limited to a range not 
exceeding the twenty-year amortizing 
plan. The theory will be advanced that 
because of the smaller required payments 
the long term loan is safer for the home 
owner. However, I think the home 
owner should be urged to liquidate the 
indebtedness on his home more rapidly 
and I know of no better place for the 
application of surplus funds than to the 
reduction of a debt on the home. In 
other words, if a home is worth having 
it is worth fighting for and if a person 
does not make monthly payments equal 


to the amount he would be required to 
pay if living in comparable rented quar- 
ters, I do not believe he is a good risk. 
“There seems to be a tendency today 
for people to live in houses a little be- 
yond their financial resources. You hear 
the remark that people should not live in 
a home which costs more than three or 
four times the gross income of the wage 
earner. Usually this rule is sound but 
somehow or other it does not always 
work out. Some men earning $10,000 a 
year will always be in debt while others 
earning a much lesser amount meet their 
obligations and live a happy and con- 
tented life. The success of a mortgage 
loan made upon a home depends upon 
the character of the people within its 
walls. I do not feel that happiness and 
contentment can exist if there is con- 
stantly the worry and annoyance of obli- 
gations which are not properly budgeted. 


Two-Family House Loans 


“At the time an application for a loan 
is presented the solicitor should be able 
to analyze the husband and wife who are 
seeking the loan and make some discreet 
inquiries regarding their mode of living, 
etc. I have always favored loans where 
the wage earner has a fixed income as 
against those who depend on commis- 
sions and bonuses in order to meet their 
obligations. A well-made mortgage on a 
home should be a source of great satis- 
faction not only to the borrower but to 
the lender. 

“So far as the physical security is con- 
cerned, I think you should always bear in 
mind the marketability of the property to 
the general public. In other words, a 
home of unusual design, even though it 
satisfied the requirements of the owner, 
very often meets with serious sales re- 
sistance. The home should be practical 
and properly placed on a lot of sufficient 
size and in a proper location. A $20,000 
heme should not be built in a $10,000 
district. Experience has taught us that 
when a loan exceeds approximately 
$8.000 the house should have two bath- 
rooms. There are many other features 
which could be discussed but I believe 
every mortgage man is familiar with 
structural requirements, etc. I do not 
favor loans on two-family houses unless 
the owner occupies one of the apartments 
as his home. I also think there should 
be two separate heating plants and sepa- 
rate entrances. Apartments should be in- 
dependent of each other. 
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Lending on Multi-story Combination 
and One-story Store Properties 


A life company official’s view of these 
loans and an appraiser’s opinion of rate 
of capitalization for 80-100% locations 


HAT type of property, mort- 
gage provisions and terms are 
most desirable and acceptable 


for conventional loans upon one-story 
store properties and multi-story combina- 
tion store, apartment or office buildings 
—these are questions discussed in this 
article. 

A. A. Zinn, vice president, The State 
Life Insurance Company, Indianapolis, 
and a past president of MBA, gives his 
answers. 

Another question is one that has been 
much discussed in these pages—what is 
the capitalization rate in appraising the 
value of store property in 80 to 100 per 
cent locations ? 

Mr. Zinn writes: 

“We have been making mortgages on 
these properties and our experience has 
been wholly satisfactory. Our operations 
are confined to 80 per cent to 100 per 
cent locations in proven community cen- 
ters. We look for substantial but not 
necessarily expensive construction. With 
the new type of heating units, basements 
are not essential and that expense is 
saved. Lighter walls are acceptable and 
glazed tile is preferred by such tenants 
as chain groceries and meat markets. 
Central warehouses and daily trucking 
eliminates the need of storage space. 
Community centers shift with popula- 
tion changes; therefore the wisdom of 
more moderate initial outlay for building. 

“Adequate parking facilities must be 
provided for the tenant and controlled 
by the mortgagor. They should be includ- 
ed as part of the security for the loan. 

“Leases in a satisfactory form and as 
nearly noncancellable as possible are es- 
sential. Rentals should be assigned and 
in most instances should be paid to the 
mortgagor or his agent who disburses for 
taxes, insurance, and upkeep, and applies 
the balance on the mortgage. If special 
equipment for the building is necessary 
in the operation of the tenant's business, 


a chattel mortgage is taken to avoid the 
question as to whether it is a part of the 
real estate. 

“One mistake we mortgage people 
make is to lay down set rules to cover a 
nation-wide operation. Conditions vary 
in different cities. In a few cities, apart- 
ments over storerooms may bring a fair 
rent. Under special conditions, offices on 
the second floor in the best community 
centers may rent well in some buildings, 
but if you will carefully balance the in- 
come and expense of second floor occu- 
pancy and properly allocate all items of 
income and expense you will give little 
loan value to the second story. Generally 
you will consider the third story a /ia- 
bility. 


What Mortgagees Seek 

“What is it then that we are looking 
for? Answer: good sound investments. 
The very nature of our business trains us 
to be cautious and conservative, but need 
caution be fear or conservatism-blindness 
to better opportunities? What is the mat- 
ter with mortgage people, except that too 
many of us are driving horse and buggy 
outfits on a super highway? Why? Be- 
cause we were equipped with a horse and 
buggy in the horse and buggy days. We 
have never sold our finance committees 
on the need for modern ideas. 

“Figuratively, and almost literally, we 
had to be kicked into making long-term 
amortized loans. There was a lot of wag- 
ging of heads before we accepted the 
idea that a long-term monthly payment 
loan was good for the borrower and lend- 
er alike, and results in fewer foreclo- 
sures. 

“We are all hunting in the same gully 
I'm afraid. We all want our loans on the 
new single-family residences, owner-oc- 
cupied and fully equipped with all of the 
latest gadgets, when right over in the next 
block there may be sounder security and 
a better interest rate for the lender who 


has the courage to trust his judgment. 
We would not use the same architectural 
design for the building of a residence, a 
store building, an office building, a ware- 
house, a filling station, or an industrial 
plant, but we are all still trying to fit 
the same old 1914 model mortgage loan 
formula to every loan that is submitted 
for our consideration. 

“The term ‘mortgage banker’ implies 
something more than an application taker. 
A mortgage banker is a combination of 
credit man and security evaluator. The 
mortgage banker should have the experi- 
ence and ability to set up a loan to fit 
the borrower's ability to repay, based upon 
the security offered. It is my considered 
judgment that more loans get into trouble 
because of conditions that existed before 
the loan was closed and because it was 
improperly set up, than because of what 
happens after the loan is made. 

“You're no doubt asking, “What fac- 
tor do you use?’ 

“The community store buildings will 
often show a greater income on the in- 
vestment than downtown buildings but 
they are also subject to greater hazards. 
Therefore, the factor you use must be 
larger where the risk is more. Some of 
you may wish that I'd say whether the 
factor is 7, 8, or 10. Frankly, I don't 
know what factor you should use. 

“What is an appraisal for a mortgage 
loan but ‘a process of forming a series of 
judgments, of forecasting the future, and 
anticipating, so far as possible, the effect 
of all adverse factors and influences upon 
the subject property.’ When you are able 
to ‘form a series of judgments and to 
forecast the future, and to anticipate the 
effect of all the adverse factors upon the 
subject property’ and have added all 
these to the debit side of the operating 
account and found the actual net, you 
will be able to find the proper factor for 
a particular property. Finding the ‘facts’ 
is more important than finding the factor. 

“Sometimes the first factor you use 
won't check out with your ‘horse sense’ 
viewpoint as to value. If that’s the case 
a more careful analysis is indicated. I 


(Continued on page 7, column 2) 
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Direct Mail Advertising Most 
Profitable Per Dollar Spent 


So says this mortgage banker who 


describes 


his scientific 


method 


for securing the maximum results 


HEN advertising for mortgage 
bankers is discussed, news- 

papets invariably head the list 
as to desirability and effectiveness with 
direct mail advertising in a less favorable 
position. For institutional advertising to 
keep the firm name before the public, the 
effectiveness of mewspaper advertising 
cannot be questioned ; but for immediate, 
direct, and tangible results in the form 
of neu on the books 1 believe 
intelligent direct-mail advertising 1s more 
profitable per dollar spent. 

I wonder if a careful analysis of the 
problem would not show that one reason 
for the popularity of newspaper advertis- 
ing is its ease of operation. Select a good 
piece of copy or have your copy writer 
prepare one, tell the newspaper to come 
and get it and that’s all there is to it ex- 
cept to pay the bill. Expenditure of the 
same sum in direct-mail requires a lot of 
thought, time, effort, and supervision ex- 
tending cver a considerable period. 

Instead of broadsides directed at the 
general public in the hope that some pros- 
pective customers are within range and 
will read your appeal, direct-mail adver- 
tising is a specific and highly selective 
method directed at a group of hand- 
picked individuals whom you have rea- 
son to believe can use your services. 

Its economy and effectiveness depend 
wholly upon the care exercised in select- 
ing the list of names and the advertising 
material used. Much costly ammunition 
will be saved by intelligent selection of 
the targets and careful aiming of your 
missiles. Indiscriminate firing will make 
much more noise and attract more atten- 
tion but only direct hits can be counted on 
the scoreboard. 

There are many sources of names. Let- 
ter service concerns and mail bureaus rent 
or sell lists of home owners, automobile 
owners, persons in certain income brack- 


business 


By FRANK N. FERGUSON 


ets, apartment building owners, persons 
classified as to occupation and many 
others. My experience with such lists has 
been unsatisfactory. They invariably have 





Ves have read a great deal about 
the role newspaper advertising 
plays in the selling efforts of 
mortgage bankers. Here is the 
case for direct mail. Mr. Fergu- 
son's plan is the soundest we have 
ever heard of for mortgage men 
who want the absolute maximum 
in direct mail results. He is vice 
president and secretary of Dunn 
& Stringer Investment Company 
of Milwaukee. 





a very high waste circulation due to the 
age of the lists, inaccuracies and repeti- 
tion. I strongly recommend that lists be 
compiled by your own organization from 
up-to-date, reliable data. Many have ob- 
tained satisfactory results from lists com- 
piled from building and remodeling per- 
mits and other statistical data of public 
record. 

Incidentally, direct-mail advertising is 
not recommended in connection with the 
immediate or “hot’’ prospect, which cer- 
tainly includes applicants for building 
permits. Such prospects should be person- 
ally interviewed immediately or at least 
given individual attention. A direct-mail 
program should be used only on suspected 
prospects, perhaps better known as “‘sus- 
pects. 

Whatever the source of your list may 
be, it is certainly important that the names 
be carefully selected to fit the program 
you have in mind. Letters or advertising 
matter should be in keeping with the type 
and standing of the persons whose names 
you select. 


Here is an effective plan our office has 
used in the past. 

Desirable residential sections of the 
city and suburbs are traced on a map and 
a member of our own organization drives 
up and down each street in these sections, 
listing the street numbers of all properties 
which appear to conform to our require- 
ments. Poorly-maintained properties and 
buildings of cheap construction or of poor 
design are not listed thus saving adver- 
tising costs and eliminating the embarrass- 
ment of declining the loan after costly 
solicitation. Newly-completed buildings 
are not usually listed on the theory that 
the possibility of refinancing a recently- 
completed and recently-financed building 
is very remote. On buildings over three 
years old, it is probable that the original 
loan has been reduced to an amount which 
justifies a better financing plan or, if 
originally financed on a short-term straight 
mortgage plan the borrower may be in 
the market for a long-term amortized loan. 

This list is then checked against the 
numerical section of the latest city direc- 
tory, which gives the name of the occu- 
pant and indicates whether or not he is 
the owner. Non-owners are eliminated at 
this point without further expense. This 
idea works equally well with duplex 
dwellings, provided the owner occupies 
one of the units. 

Various members of our organization 
then check the list to eliminate present 
borrowers, prospects already listed and 
others known to be poor or undesirable 
prospects for various reasons. 

Next a text list of possibly 50 names is 
picked at random and checked further as 
to occupation, approximate age, etc., so 
as to obtain an intelligent cross-section of 
the type of person we are about to solicit. 
In short, we have now selected our target 
and taken careful aim. 

The type of ammunition best suited to 
the target must also be carefully selected 
so a series of letters in keeping with the 
type of persons on our list is now pre- 
pared for mailing at intervals of about 
one month, each a processed typewritten 
letter of high quality with typed-in head- 


(Continued on page 8, column 1) 
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How a Life Company Official 


Considers Apartment Loans 


He thinks they. should carry rent 
assignment clauses which would be 
operative in case defaults occur 


property that can be offered as security 

for an insurance company loan is one 
that has enough age to have established a 
record of earnings and occupancy and not 
enough age to have become obsolete. The 
possibility of obsolescence is the greatest 
danger presented by apartment loans. It 
has been said that “the best way to pro- 
tect against obsolescence is to make loans 
on obsolete properties.’’ 1 think that state- 
ment carries the idea to an extreme but 
does convey the thought I have regard- 
ing the hazards of making loans secured 
by new apartment properties. 

Income-producing properties constitute 
the most hazardous type of risk, because 
of the necessity of forecasting net income 
available for debt service. It is necessary 
to analyze the probable financial operat- 
ing experience of the property in the 
future. Because of the whims and tastes 
of tenants, the constant shifting of lo- 
cations from the standpoint of desirable 
living conditions, and the necessity of 
competing with new and more modern 
properties, I think an apartment property 
presents more hazards for loan purposes 
than any other type of income-producing 
properties. 

A loan secured by an apartment prop- 
erty presents these problems in connection 
with the necessity of forecasting future 
net income: 

(1) Income premise: What direction 
will the gross income take? 

(2) Assumption with respect to oper- 
ating costs: What are the recurring annual 
costs? And what are the non-recurring 
costs? 

(3) Fluctuation of fixed charges such 
as taxes, insurance, etc. 

In attempting to determine the income 
premise, or the direction which the gross 
income will take, it is necessary to con- 
sider such factors as type of property, 


I THINK the most desirable apartment 


By G. D. BROOKS 


design, competency of management, eco- 
nomic background of community, price 
range of property, etc. 

When we consider a loan secured by a 





M1. Brooks was among one of 
the first contributors to The Mort- 
gage Banker. His article, “The 
City Loan Market as a Life Offi- 
cial Sees It” appeared in the April 
15, 1939 issue, and this is bis first 
contribution since that time. He 
is manager of the investment de- 
partment of The National Life 
and Accident Insurance Company 
of Nashville. 





first mortgage upon a new apartment 
property, the difficulties of forecasting fu- 
ture net income are multiplied many 
times. In the consideration of a loan 
secured by an established apartment prop- 
erty, we at least have the past record as 
evidence of what has been accomplished 
with respect to earnings. In the case of 
a new apartment loan, all of our premises 
must be based upon anticipated earnings ; 
and I frankly admit I had my fill of such 
loans in the mad days of 1928 and 1929 
when I first entered the investment busi- 
ness and was told that a new era was in 
progress, and that events of the past could 
not be used to forecast happenings of the 
future. I finally learned that anyone can 
anticipate earnings, but that it is usually 
difficult to make the dreams come true. 

I believe that a forecast of the possible 
future earnings of an apartment property 
should be made upon the basis of what 
is technically described as a “reducing an- 
nuity.”” This is particularly true of a new 
apartment property. 

I think experience has taught us that 
the first year that an apartment property 


is fully occupied usually produces the larg- 
est net income that is produced at any 
other time during the life of the property. 
This is true because the apartment owner 
usually finds that when the first turnover 
of tenants occurs, it is necessary to reduce 
rents or incur additional expense for re- 
pairs and decorations in order to attract 
new tenants. This probable annual reduc- 
tion in net income finally stops and earn- 
ings become stabilized for a period of 
time. At a later date, of course, the apart- 
ment owner is faced with the problems of 
depletion and obsolescence, and there is 
again a reduction in earnings. 

If our apartment loans can be made on 
properties that have become seasoned and 
have a record of earnings and occupancy, 
and the loans can be amortized in full 
during the period of stability of earnings, 
I think these loans will constitute a de- 
sirable type of investment for the funds 
of an insurance company. It is, of course, 
true that there is not available an abund- 
ance of the class of loans I have described. 
I am merely citing my opinion here of the 
most desirable type of conventional loans 
secured by apartment house properties. 
(Fortunately, I don’t have to tell you 
where to get the loans.) 

Because apartment rents are collected 
monthly, I think all apartment loans 
should be made on a monthly payment 
basis. I think there should be a clause 
providing for a conditional assignment of 
rents to become operative in the event of 
default, and, if possible, providing for 
the mortgagee to have a voice in the man- 
agement and operation of the security 
property. The management clause is usual- 
ly difficult to secure but is worthy of our 
efforts since the mortgagee usually has as 
much or more capital invested in the 
property than the equity owner has. 


In many cities seven out of every ten 
new homes built and financed under the 
FHA program in 1940 were located in 
new subdivisions. In 1939 the average 
was only about five homes out of every 
ten. Almost all old subdivisions have 
been absorbed by home sites. 








The Mortgage Banker * 


May 15, 1941 





Current Economic Trends Complicate 


the Appraiser’s Work Today 


These national developments have 
a direct bearing on appraising of 
residences, stores and apartments 


HAT economic forces affect the 

appraisal of single-family resi- 

dences, store properties, and 
apartments? The simplest answer, of 
course, is merely to say that all economic 
forces affect a// appraisals to a greater or 
lesser degree. The important factor from 
the appraisal standpoint is to be able to 
determine forces are 
strongest at a given time and then try to 
anticipate the effects of those forces to 
see if they will ultimately affect the value 
of the property being appraised; and if 
so, how. 

I think that rather than try to set up a 
list of forces which might affect a specific 
piece of property we should take as a 
point of beginning, a determination of 
what economic force or trend is exerting 
itself at the moment. Then we should try 
to trace that force to determine its conse- 
quences on the property. 

In doing this, we are calling upon the 
appraiser to study daily the trend of cur- 
rent events to a greater degree than he 
has found necessary heretofore, and to 
develop a deeper and better understand- 
ing of economic principles. It seems to 
me that, at present at least, local forces 
and trends are being subordinated to 
powerful national forces and that it we 
would anticipate local changes we must 
increase our understanding of national 
trends. 

I do not mean to infer that we shall 
cease to examine local neighborhoods or 
to cease examination of local economic 
trends such as the determination of neigh- 
borhood earning power, racial character- 
istics, degree and trend of development, 
proximity to industry and source of em- 
ployment, local taxation systems, records 
of foreclosure and home ownership, etc. 
I do suggest, however, that changes in 
these important local items are very apt 
to be the result of outside forces — na- 


what economi 


By E. C. EDMONDS 


tional forces — and in a study of national 
trends we perhaps can anticipate local 
economic trends and coming changes 
rather than discover them as accomplished 





Our present day is, in many re- 
Spects, a difficult time for the 
appraiser since be must always 
be prepared to interpret national 
and international events in rela- 
tion to bis own local conditions, 
Mr. Edmonds writes. He says 
that one of the dominant char- 
acteristics of this period is the 
growth of “nationalism,” which 
he defines as a desire to be na- 
tionally self-sufficient and to de- 
fend ourselves. This “change in 
our economic thinking,” he adds, 
has definite meaning for anyone 
interested in real estate and real 
estate financing. Mr. Edmonds is 
with The Ohio National Life In- 
surance Company in Cincinnati. 





facts when our loans go bad. 

I believe there will be no disagree- 
ment in selecting as one most important 
economic trend at the present time, a 
new philosophy being publicly accepted 
known as “Nationalism.’’ This is a basic 
change in our economic thinking. It can- 
not help but influence trends in every 
section of the country. 

The doctrine of Nationalism is ex- 
pressing itself in two ways: First, the de- 
sire to be nationally self-sufficient; and 
second, the desire to defend ourselves. 
The direct result of this trend is an in- 
creasing centralization of government and 
a nationalization of productive effort. 

These two primary forces make them- 
selves felt in a great variety of directions 
and are affecting multiple minor eco- 


nomic forces — many of which will have 
direct influence on the localities in which 
you are interested. 

Let's consider some of these: 

Undoubtedly you will agree that the 
centralization of authority and our de- 
fense effort can only result, in the fore- 
seeable future, in an increased cost of 
government to the workers of the nation. 
This increased cost will be borne in the 
form of heavier taxes on individuals, cor- 
porations and small businesses. No com- 
munity will be exempt. These taxes will 
probably overshadow local taxes as more 
and more of our debts become national 
in character. Need I point out the im- 
portance of the tax structure in any ap- 
praisal ? 

This increasing tax burden will have 
the effect of lowering the income of the 
individual and of the corporation and at 
the same time our increased defense 
effort will tend to increase income of the 
worker. Both affect local income and in- 
come will affect supply and demand. For 
years we have acknowledged the import- 
ance of, and sought to determine the na- 
ture of, supply and demand as it relates 
to values of real estate. We have learned 
that values may be decreased because 
supply reaches a point in excess of de- 
mand or that values increase when de- 
mand exceeds supply. Is this particular 
economic force a cause in itself or merely 
an effect of an even greater external 
force? Is it possible that if we carefully 
watch the trend of national income and 
the even more basic forces that go to in- 
fluence national income, such as taxes, 
wage rates, hours and employment, we 
could forecast what John Doe would have 
to spend next year, and that we could 
thus foresee a declining demand — re- 
quiring a corresponding curtailment of 
supply to preserve a balance between sup- 
ply and demand and thus preserve value? 

We today see on every hand the in- 
creasing influence of national planning, 
of a national effort to increase defense 
production. Full recognition should be 
given to the possibility of your neighbor- 
hood being violently shaken from its tran- 


(Continued on page 8, column 2) 
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TAX CONFERENCE 


Some of the points made at the recent 
National Conference on Real Estate Taxa- 
tion sponsored by MBA and other groups: 
Major A. A. Oles, Seattle: “An over-all 
tax of 2 per cent — the amount of State 
of Washington limits the real estate tax 
— still means that the home owner pays 
a 16 per cent tax on the gross income 
value of his house at present rental rates, 
and his tax on net approaches 40 per cent. 
No one ever heard of such a tax on sales, 
insurance, intangibles or on income. Most 
commercial property pays from 15 to 25 
per cent of its gross income to govern- 
ment and in practically every city in the 
U. S., government is taking in taxes from 
comme.cial property owners more than is 
being taken by the owners for their in- 
vestment and for management.” 

Byron T. Shutz, Kansas City, MBA 
Past President (in an address prepared for 
delivery): “Equitable local, state and fed- 
eral taxes are not secondary to but are an 
essential part of the present emergency. 
Not only the defense program, but the 
future of the country is dependent on a 
sound national economy and equitable tax 
structure.” 

Ray E. Untereiner, California Institute 
of Technology: “The principal of capitali- 
zation of net income is just as applicable 
to agricultural, pasture and other rural 
land as to urban property.” 

Philip C. Hodill, National Association 
of Building Owners and Managers: 
“There can be no recovery until the tax 
structure affecting real estate is adjusted 
with due consideration to the earning 
capacity of real estate.” 


Lending on Store Properties 


(Continued from page 3) 


don’t want to imply that mortgage loans 
should be made entirely on ‘horse sense’ 
judgment, I do say that if the answer you 
get from a selected factor is not con- 
firmed by your horse sense, either you 
have the wrong factor, or—you'd better 
take another look.” 

The views of Henry A. Potthoff, engi- 
neer and appraiser with Robert A. Cline, 
Inc., Cincinnati, are concerned with the 
proper capitalization rate for appraising 
store property in 80 to 100 per cent loca- 
tions. He writes that: 

“The income capitalization method of 
appraising investment properties is rap- 
idly gaining favor over all other appraisal 
procedures. This process deals with capi- 
talizing the net income, both present and 
future, at a rate commensurate with the 
risk involved. The greater the risk, the 
higher the capitalization rate. United 
States government bonds are the safest in- 
vestment in the country and yield less 
than 4 per cent. In order to attract capital 
to real estate investments, it is mecessary 
to pay a higher rate of interest because 
of the greater risk involved and the un- 
certainty of the future income stream. 

“Factors affecting interest rates on real 
estate investments are as follows: Security 


Building contracts showed less than 
the usual seasonal rise from February to 
March. Figures compiled by the F. W. 
Dodge Corporation show that contracts in 
March, on the basis of square feet of new 
floor space, were 33.1 per cent larger than 
in February. The average gain from Feb- 
ruary to March during the last ten years 
was 48.1 per cent. 

Building contracts in March were rela- 
tively large since they exceeded last year's 
volume by 43.3 per cent. This gain, how- 
ever, was due primarily to an expansion 
of non-residential building activity. Non- 
residential contracts in March were 103.9 
per cent larger than in the same month 
last year while the gain over a year ago 
in residential contracts amounted to only 
15.2 per cent. 

Total contracts awarded in the first 
quarter were 58.5 per cent larger than in 
the same period last year. If this gain 
should be maintained during the remain- 
der of the year, the annual volume of con- 
tracts in 1941 would be the largest on 
record. 


of the investment, marketability, manage- 
ment burdens, appreciation and deprecia- 
tion of land values, leases, responsibility 
of tenants, neighborhood trends, and the 
future economic life of the existing build- 
ings. These are all factors which have a 
tendency to increase the rate of interest 
on real estate investments, as they defin- 
itely make the element of risk greater 
than government securities. Interest rate 
or yield is the minimum return on capital 
necessary to attract an adequate supply of 
capital for any given purpose. 

“We are concerned here with the rate 
of capitalization to be used in appraising 
store properties in 80 per cent to 100 
per cent business locations. We are deal- 
ing with the highest type of real estate 
investments which would command the 
lowest rates. The collection of data and 
facts, and the completeness and thorough- 
ness of this task, are of vital importance. 
The accuracy of the appraisal will depend 
upon the amount of data assembled and 
the proper interpretation of this data. 
Above all, the appraiser must have a 
thorough knowledge of all matters per- 
taining to real estate, building costs, con- 
struction, sales data, trends, experience 
and good judgment. 

“The first consideration of the apprais- 
er is to determine whether the land has 
been put to its highest and best use; 
whether the building is the proper im- 
provement for the site, and whether the 
improvement on the land is properly bal- 
anced. In central business locations a bal- 
anced improvement is usually considered 
proper when the improvement on the land 
is in a ratio approximately one to one. 

“Where there is a possibility of un- 
earned increment, which is often found 
in cities and communities of growing 
population, or where stores are occupied 
by reputable national concerns having 
long-term, well-executed leases, and the 
future income stream is assured, invest- 
ors will buy this type of security at a 
lower capitalization rate, possibly as low 
as 5 per cent. 

“Generally speaking the normal capi- 
talization rate for store properties in 80 
per cent to 100 per cent locations would 
be 6 per cent, but this rate could vary 
between 5 per cent and 7 per cent, de- 
pending upon the risk element, the thor- 
oughness of data assembled, and the 
proper interpretation of the data.” 
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FERGUSON’S ARTICLE 
(Continued from page 4) 

ings and facsimile longhand signature. 
This series of letters is designed to ulti- 
mately obtain a reply of some sort. This 
is further encouraged by paid reply card 
enclosures which may be used for request- 
ing informative booklets or pamphlets. 
Just as a schoolboy raises his hand to re- 
quest or volunteer further information 
when genuinely iterested in a subject, 
the letters in this program are designed 
to induce the victim to “raise his hand.” 
Once he has done so, his name is re- 
moved from the list and the group treat- 
ment immediately abandoned. 

He has graduated from a suspect to a 
prospect and he is now given individual 
treatment to fit his case. 

Direct-mail advertising, or any other 
type of advertising, can only induce the 
prospect to raise his hand. From there on 
we must rely on personal negotiation 
across the table to convert the prospect 
into a Customer 

As to the proper method for keeping 
lists up to date, I do not believe there is 
any simple answer to the problem. Con- 
stant rechecking to eliminate dormant 
names, periodical checking for change of 
address and the placing of responsibility 
for this work in the hands of one person 
will unquestionably make the job easier. 


BITS FROM THE PRESS 


Last year was a 14-year record low for 
foreclosures. The national rate was 4 cases 
for each 1,000 non-farm dwellings as 
against over 5 in 1939. Non-farm prop- 
erty foreclosures reached 75,310, 25 per 
cent less than those in 1939. New York 
had the most with 13,138 and Nevada 
the fewest with 17 


Almost one-half of the families who 
bought mew homes last year under the 
FHA plan pay less than $25 a month to 
meet interest and amortization of princi- 
pal. The comparable figures were 40 per 
cent in 1939 and 35 per cent in 1938. 
Last year on 21 per cent of FHA insured 
mortgage homes, monthly payments were 
less than $20. 


The office building is peculiar to the 
American scene, comments a New York 
appraisal authority. He says the office 
building industry involves a capital value 


Current Economie Trends 


(Continued from page 6) 


quility by the location nearby of defense 
industry or government project with its 
implication of increased local income and 
heavy extra demand on facilities. 

An immediate increase in local values 
is indicated, but you must also think of 
the future when the present great effort 
is complete. Will there then be a danger- 
ous over-supply and curtailment of in- 
come accompanied by shrinking values? 
Can you logically make any appraisal 
without facing these considerations ? 

The picture of supply and demand on 
real estate in confused times like the 
present is a strange one — a picture of a 
popuiation on the move. National high- 
ways, ease of transportation and now na- 
tional relocation of productive effort have 
caused much of our population to become 
fluid. We see the government providing 
a town on wheels to be moved quickly 
from place to place to meet sharp in- 
crease in demand for living quarters 
when these migrations take place. Our 
average family is today smaller than ever 
before, and is no longer tied to one loca- 
tion —to live and die under one roof. 

Even within city limits we see move- 
ment of population from one area to an- 
other, leaving great areas of blight be- 
hind in which values have vanished. If 
you can anticipate to any degree where 
these shifts will take place your appraisal 
is certain to be more accurate. 

The influence of this major trend 
operates in another manner, affecting real 
estate values. There is arising an entirely 
diffe rent concept of the social res ponst- 
bilities of government which will and 
does operate to alter values. And the 
source is not local but national in origin. 
For instance, consider minimum wages 





of six and a half billion dollars outrank- 
ing the steel and wire, the telephone and 
telegraph and the automotive industries. 


Biggest cause of urban decentraliza- 
tion, says a New York authority, is that 
cities were laid out for three and four 
story buildings. We have tried to super- 
impose upon city plans of the sixteenth 


and seventeenth centuries the colossal 
cities of today. Prime fault in halting de- 
centralization, he adds, is that municipal 
authorities won't acknowledge the pres- 
ent-day need for doing something about 
it. 


and maximum hours laws and minimum 
housing standards, both as to space, light, 
and air and as to materials. Large gov- 
ernment projects are remaking entire 
neighborhoods and completely changing 
neighborhood characteristics. Many prop- 
erties now become valueless because of 
obsolescence long before actual physical 
depreciation has taken its toll. All affect 
your local valuation picture in some way. 

We have long acknowledged the im- 
portance of the capitalization method of 
valuation of income property. The capital- 
ization process assumes the ability to 
determine the current interest rate and 
any economic trend which will affect the 
interest rate will directly affect your val- 
uation. We are all aware that the trend of 
rates during the past ten years has been 
steadily downward. We cannot watch this 
trend too carefully! We must look to the 
national and even international picture to 
try to foresee the future trend. There was 
a time not so long ago that within the 
boundaries of our own nation, interest 
rates would vary substantially as between 
local communities and sections. These 
variations were usually caused by purely 
local considerations. Today we find a 
trend toward a uniform rate. Variations 
still exist, but the influence of a nation- 
ally planned economy, tending to elim- 
inate differentials of all types and bind 
us into a single nation with a central 
guiding authority, is pointing in the di- 
rection of more uniformity in all things. 

It is truly a difficult time for the ap- 
praiser and he must be prepared at all 
times to try to interpret national and in- 
ternational events in relation to his local 
conditions. The trends today are espe- 
cially confusing and difficult to establish, 
yet they must ultimately affect even the 
little store on the corner in some degree 
because we are no longer independent 
communities but are all a part of the 
larger whole. 

I would hesitate to try to set up a 
specific list of economic forces affecting 
real estate that could be so readily 
identified and their implications so un- 
derstood that we could say, “Here are 
the forces to look out for.” The field 
from which to select is unlimited and the 
selection must be made by the appraiser 
himself in the light of his particular 
problem — and from a background he 
has built for himself by serious study. 








